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SELECTED ECONOMIC INDICATORS 


FY FY 
80/81 81/82 


GNP (LE million) 18,117 21,534 
GDP (LE million) 16,840 20,727 
Gross Fixed Investment (LE million) 4,414 4,950 
Public Sector 3,158 3,887 
Private Sector 1,256 1,063 


Population (Millions) 42.8 44.0 45. 
Labor Force (Millions) 11.3 11.7 12. 
GDP per capita (L.E.) 393.0 471.0 - 


Money and Quasi Money (LE million) 10,430 14,953 20,243 
Civilian Foreign Debt ($ million) 15,066 16,645 - 
Debt Service Ratio 16% 20% 26% 
Prices (Annual percent increase) 
Consumer 11.9% 16.0% 15.8% 
Wholesale 6.9% 8.2% 11.9% 


Crude Petroleum (Thousand Mt) 31,060 32,500 37,400 
Natural Gas (Thousand Mt) 1,810 1,924 2,345 


Government Budget (Millions of L.E.) 
81/82 82/83 83/84 


I. Expenditures 
A) Current 7,693.0 8,754.4 9,891.3 
B) Investment 4,037.3 3,935.5 4,400.0 
C) Capital Transfer 1,496.7 1,955.3 1,918.3 
Total Expenditures 13, 227.0 14,645.2 16,209.6 


II. Revenues 8,733.6 9,800.0 11,197.2 
III.Gross Deficit (I - II) 4,493.4 4,845.2 5,012.4 
IV. Financing 


Foreign 
Domestic 


V. Net Deficit Financed 
Through Banking System 1,502.4 1,500.0 


Balance of Payments (Millions of Current Dollars) 
80/81 81/82 82/83 


Exports 4,050 4,102 3,854 
Of which Petroleum § Products 2,922 2,922 2,654 
Imports -8,722 -8,574 -8,400 
Balance of Trade -4,672 -4,472 -4,546 


Services § Unrequited Transfers (net) 3,401 2,416 3,140 
Of which Suez Canal 780 909 970 
Tourism 712 611 600 
Workers' Remittances 2,855 2,032 3,100 


Balance on Current Account -1,271 -2,056 -1,406 


Sources: Central Bank of Egypt, IMF, Ministry of Economy, Ministry of 
Finance, Embassy . To convert local currency amounts to dollars see 
page 12 for a discussion of exchange rates. 





SUMMARY 


Led by a surge in recorded workers' remittances, the Egyptian current 
account deficit declined in FY 82/83. In the spring of 1983 oil prices 
started to turn up, bringing to a halt the two-year decline in oil 
export earnings. Open unemployment, inflation, and debt service are 
all burdensome but should be manageable. While Egypt faces a number of 


serious economic problems, unlike many developing countries there is no 
air of crisis. 


Controlling population growth and the ever mounting food deficit are 
critical to Egypt's long term success. The medium. term prognosis 
depends on developments in three interrelated areas of concern: the 
government's budget deficit, the balance on current account deficit, 
and extensive state regulation of prices. The budget and balance of 
payment deficits are symptomatic of a country living beyond its means 
and must be trimmed to check inflationary domestic financing and 
foreign borrowing that could raise debt service expenses to 
unmanageable levels. Subsidies and excessive regulations are a drain 
on the budget and interfere with efficient production. President 
Mubarak has personally shown great interest in economic affairs and 
often addressed the nation on these problems. The FY 82/83 to FY 86/87 
Five Year Plan calls for real annual growth of 8.1 percent but this 
will be difficult to achieve without fundamental reforms in economic 
organization that, inter alia, spawn new sources of foreign exchange by 
developing a competitive export sector. 


Egypt's petroleum sector has grown rapidly in recent years and 
production continues to rise. Crude production plus condensates and 
natural gas were about 820,000 barrels per day (bpd) in September 1983 
and Egypt has a good shot at reaching its one million bpd target at 
mid-decade. Oil-fired electric power stations are being refitted for 
natural gas to release additional crude for export. Looking to treble 
electric output by the turn of the century, Egypt has under 
construction additional coal and gas fired thermal capacity, but 
nuclear power is high on the Egyptian agenda. A turnkey project for 
two plants at El Dabaa is now being tendered with bids due in November 
1983. Egyptians were disappointed by the Export-Import Bank's refusal 
to date to offer financing to interested U.S. companies. 


Egypt's exchange rate system often complicates international 
transactions. The "official" exchange rate - LE. 0.70 equals $ 1.00 - 
is an accounting rate for certain government transaction only. The 
"official incentive" exchange rate - L.E. 0.84 equals $1.00 - is 
over-valued and available foreign exchange is scarce, resulting in 
delays in payments despite the improved current account deficit in FY 
82/83. The free market or "own" exchange rate was L.E. 1.15 equals 
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$1.00 in September 1983. The number of transactions officially 
sanctioned at the market exchange rate is increasing. 


Economic reforms to reduce budget deficits, increase exports, and 
improve economic efficiency are openly discussed and there are signs of 
gradual change. Egypt is moving toward a unified, market exchange 
rate. Some energy and industrial prices have been increased, there is 
talk of price increases for other basic goods, and measures have been 
taken to encourage exports. Expenditures for subsidies are programmed 
to decline in FY 83/84. A new law to reform public sector companies 
was adopted by the People's Assembly in August that, inter alia, should 
give them more freedom to determine levels of employment and to pay 
incentive wages. These changes are being made cautiously, often 
without fanfare, for Egyptians remember only too well the disturbances 
that erupted in 1977 when the government raised a number of prices in 
an effort to decrease subsidies. 


The United States assists Egypt's economic development through both 
official and private channels. The book value of U.S. direct foreign 
investment in industry and agriculture is $61 million. Between 1975 
and June 30, 1983, official U.S. economic assistance disbursed $5.8 
billion and additional grants and credits were provided through the 
Foreign Military Sales Program. In 1982 U.S. exports to Egypt totalled 
$2.9 billion: many were financed by US economic and military 
assistance. Egypt is the second largest market for American goods in 
the Near East and North Africa. Egypt's exports to the United States 
were valued at $557 million in 1982. Crude petroleum accounted for 
over 90 percent of that total. The Egyptian government would like to 
reduce its trade deficit with the United States through increased 
export of non-petroleum products. 


Many U.S. firms have responded to Egypt's efforts to attract foreign 
private investment. U.S. firms have played a key role in petroleum 
exploration and production since the mid-1960's and a number of U.S. 
banks have established branches or joint ventures in recent years. The 
large domestic market, favorable investment legislation (Law 43), 
political stability, and advantageous location help make selected 
industrial and agricultural investments attractive. Unfortunately, 
some foreign investors have been deterred by bureaucratic obstacles, 
disappointing follow-through on specific commitments, and occasional 
divergent treatment of public and private sector firms. The Egyptian 
government is making efforts to expedite and improve the investment 
approval and follow through process to attract new investors into 


Egypt's priority sectors. Both export oriented and import substitution 
investments are welcome. 
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Export opportunities for U.S. firms are considerable. The large U.S. 
economic assistance program can sometimes assist U.S. firms to market 
their products and services in Egypt. Egyptian government agencies and 
private businessmen have a generally favorable view of U.S. products 
and services. Good sales prospects include construction machinery, 
food processing, computer and data processing, telecommunications, and 
petroleum equipment. The tight foreign exchange situation today makes 
the Egyptian market tough, but not impossible for traders to penetrate. 


CURRENT SITUATION 


The adverse economic developments that troubled the Egyptian economy in 
1981 and 1982 appear to have stabilized and started to improve. Oil 
export prices, which declined from early 1981 until mid-1983, have 
turned up and the decline in oil export revenues should thus be 
checked. Tourism has recovered from the shock of the assassination of 
President Sadat and the number of visitors is rising slowly although 
officially recorded receipts are stagnant. Remittances of wages by 
Egyptians abroad were unexpectedly high in 1982/83 giving a major boost 
to the balance of payments, holding the current account deficit well 
below anticipated levels. Suez Canal revenues maintained their steady 
advance. While the heady days of eight to ten percent real growth in 
the mid to late 70's - led by the reopening of the Suez Canal and the 
bringing into production of new oil fields - will be hard to repeat, 
the economic climate today is not unfavorable and the government is 
able to address often discussed economic reform without having to cast 
its policies as emergency measures. 


Unlike some developing countries whose foreign debts have become 
unmanageable, requiring externally imposed surveillance and austerity 
in return for debt rescheduling, Egypt's non-military external debt - 
over $17 billion - today is manageable. Debt service expenses absorbed 
just over 25 percent of current earnings in FY 1982/83. Open 
unemployment is officially put at only five to seven percent, in part 
held down by the ability of two million or more Egyptians to find 
employment abroad, but underemployment remains a serious problem. 
Although Egypt imports nearly 50 percent of its food, ample supplies 
are available and affordable because prices are regulated and heavily 
subsidized by the government. Housing is chronically scarce in the 
cities and urban infrastructure is stretched to the limits, with 
frequent electric, water, and sewerage failures, but the people seem 
patient and willing to give the government time to cope with the 
problems. With its 46 million population growing at 2.8 percent 
annually and the food gap widening, Egypt must scramble just to keep 
from falling behind. 
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POLITICAL AND ECONOMIC CLIMATE: In the two years since the 
asSaSSination of President Sadat, Hosni Mubarak has shown himself to be 
both a national and international leader. Embracing the domestic and 
foreign policies of his predecessor, he has reaffirmed the Open Door 
Policy in economic affairs and supported the peace process under the 
Camp David rubric. Defense expenditures are budgeted to increase by 
22.4 percent in FY 1983/84 and will absorb a hefty 8.8 percent of GDP, 
up from 7.7 percent in 1982/83. The Egyptian leadership would like to 
see a lessening of tensions in the region, especially across its 
western border, that could free up more resources for domestic 
infrastructure and social development. 


President Mubarak has personally made Egypt's economy a top priority 
item on his government's agenda. A special, cabinet-level committee - 
the Higher Committee for Policies and Economic Affairs - presided over 
by Prime Minister Mohieddin includes most economic ministers and 
insures thorough consideration of economic matters at the highest 
levels of the Government. On numerous occasions President Mubarak has 
spoken to the Egyptian people on economic problems facing their 
country, placing new emphasis on the need to increase the level of 
"productive investment" that will benefit the majority of Egyptians. 
Frequent austerity themes are rationalizing consumption, reforming the 
public sector, reducing population growth, and targeting subsidies for 
the truly needy. A new ration card system was announced by the 
Ministry of Supply in April and implementation was under way in the 
fall of 1983 for sugar, tea, cooking oil, rice and other items. 
Increases in the prices of other foods and energy are anticipated as 
the government attempts to rationalize consumption. 


A major guideline for economic policy is the FY 1982/83 - 1986/87 
Economic and Social Development Plan. This indicative Plan ambitiously 
aims at achieving real annual GDP growth rates of 8.1 percent. L.E. 
35.5 billion (U.S.$30.9 billion at the September 1983 free market 
exchange rate LE 1.15 equals $1.00) is allocated for investment during 
the five year life of the Plan, L.E. 27.2 billion in the public sector 
and L.E. 8.3 billion in the private sector: investment will be at least 
25 percent of GDP annually. To help finance this investment, the Plan 
calls for domestic savings to increase by 20.5 percent per year. 
Special attention in the Plan is given to increasing output in the 
"productive sectors", namely agriculture and industry. 


The Plan's real growth objectives will be difficult to achieve. 
Historically, the Egyptian economy did grow at over eight percent per 
year in the mid and late 1970's when major new oil fields were brought 
into production and Suez Canal receipts were rising rapidly after the 
Canal's reopening in 1975. Oil exploration continues and new fields 
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are likely to be discovered, but the growth experience of the 1970s 
will be difficult to match. Suez Canal revenues will continue to rise, 
but slowly. Workers' remittances were especially strong in 1982/83 but 
cannot be counted on to increase further and may actually decline. 
Capital inflows from foreign assistance have helped cover the import 
bill in recent years but these also may have peaked. The end result is 
that Egypt will have to develop new sources of foreign exchange or 
adapt to lower levels of economic growth. 


PRICES AND INFLATION: The government for years has insulated the 
majority of consumers from inflation. The primary vehicle for this 
policy has been the subsidy system, whose direct cost was L.E. two 
billion in FY 82/83 and is projected at L.E. 1.7 billion for FY 83/84. 
Most of this amount goes to subsidize bread, rice, tea, edible oil, 
butane gas, and meat, which are available to all consumers at well 
below their costs of production. The average wage of beginning 
university graduates in the public sector is less than L.E. 80 per 
month and the Egyptian government's subsidy policy is directly related 
to the generally low level of wages. 


While the subsidy system has provided inexpensive supplies of basic 
commodities, it has contributed to slow growth in domestic food 
production and rapid growth in food consumption. Egypt imports about 
fifty percent of its food needs. The subsidy system also is a major 
item in the government's budget, totalling 14 percent of total 
expenditures in 1982/83 and nearly 10 percent of gross domestic 
product. In addition, the "implicit" energy subsidy of electricity and 


most petroleum products is estimated to cost L.E. 3 billion to 4 
billion annually. Despite some recent increases, which have been less 
than the rate of inflation, energy prices average only 20 percent of 
world market levels. 


Consumer prices rose 16 percent in both 1981/82 and 1982/83, up from 12 
percent in 1980/81. Wholesale prices in 1982/83 were up 12 percent, 
more than the eight percent and seven percent in the two preceding 
years. Consumers whose market baskets include large amounts of 
non-subsidized items, especially imported goods, face considerably 
higher effective rates of inflation, perhaps in the 30 percent range. 
The outlook for reducing inflation is not promising. Underlying 
monetary pressures - the money supply grew by 43 percent in FY 81/82 
and by 35 percent in 82/83 - are significant and will be difficult to 
control as long as the budget remains in deficit and requires financing 
from the banking system to make ends meet. 


ENERGY SECTOR: The petroleum industry has been the sector showing the 
most rapid growth in recent years: it accounted for less than five 
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percent of GDP in 1970s but nearly 20 percent in the early 1980s. The 
outlook for this sector remains favorable in 1983 and 1984. Crude oil 
production averaged 691,000 bpd in FY 1982/83, a 6.2 percent increase 
over FY 1981/82. To this must be added 53,200 bpd of natural gas and 
condensates. Nearly 60 percent of Egyptian export earnings now come 
from crude petroleum sales: $2.2 billion in FY 1982/83, a 17 percent 
drop from FY 1981/82. FY 1983784 crude oil revenues are expected to 
remain stable at about $2.2 billion. 


_While the current world market has caused Egyptian oil earnings to 
decline significantly, promising new finds in both the Gulf of Suez and 
the Western Desert signal continued growth in oil production that could 
allow Egypt to achieve its target of one million barrels per day by 
mid-decade. The level of future Egyptian foreign exchange earnings 
from petroleum will be dependent on the number of new finds, trends in 
world oil prices, and the level of domestic consumption, which is 
growing by 12 to 15 percent annually. The rapid growth of domestic 
consumption and its negative impact on export earnings have prompted 
some steps to curb consumption but large price increases have not been 
introduced as a rationing or conservation device. 


The expansion of the Egyptian petroleum sector has included measures to 
encourage natural gas exploration, production, and distribution and 
plans to build two new refineries at Assyout and Suez by 1987-1988. 
Refinery capacity is expected to increase from 280,000 bpd to 400,000 
bpd. Egypt's proven gas reserves, now estimated at 5.5 trillion cubic 
feet, are expected to increase substantially in the next ten years. 

The Egyptian Government has decreed that no gas exports will be allowed 
until reserves reach 12 trillion cubic feet. Meanwhile, Egyptian 
officials have already begun work to convert power plants from oil to 
natural gas in an effort to free-up crude oil for export. An urban, 
natural gas distribution system is being installed in some sections of 
Cairo. 


Egyptian energy officials believe it will be necessary at least to 
treble electrical power output by the year 2000 to meet domestic 
demand. Additional coal-fired units are being built, but nuclear power 
plants will be central to meeting this objective. In an effort to 
facilitate bilateral nuclear cooperation with supplier countries, Egypt 
ratified the Non-Proliferation Treaty in 1981 and the related 
Safeguards Agreement in 1982. The Egyptian Government has prepared and 
approved an ambitious nuclear power development program envisioning the 
construction of eight nuclear power plants with a total capacity of 
9600 MW over the next twenty years. Up to $500 million of annual, 
"excess'' petroleum revenues may be used for funding the nuclear power 
program, although no petroleum revenues have been diverted to pay for 
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nuclear power since early 1982. Egypt has signed nuclear cooperation 
agreements with the United States, France, West Germany, and Canada. 

It initialed a nuclear cooperation agreement with Australia in 1982 and 
signed a technical nuclear cooperation agreement with the United 
Kingdom in 1981 and with Belgium in 1983. Egypt also signed four fuel 
enrichment contracts with the United States Department of Energy in May 
1982. The Nuclear Power Plants Authority has issued an international 
invitation to submit bids for two 1000 MW nuclear plants to be located 
at El Dabaa, west of Alexandria. Bids on this turnkey project were due 
in Cairo on November 26, 1983. Egyptian authorities were disappointed 
by the United States Export-Import Bank's decision not to provide 
financing for this project but are optimistic that other financing will 
be available. 


BALANCE OF PAYMENTS: Egypt's balance of payments improved in 1982/83. 
The trade deficit worsened marginally but the current account deficit 
improved dramatically. Nevertheless, available foreign exchange in the 
official, Central Bank pool is as scarce as ever. The outlook in 
1983/84 is for continued balance of payment pressure and the capital 
account will be increasingly hardpressed to cover the current account 
deficit. Egyptian foreign exchange reserves will continue to be 
stretched thin unless new sources can be tapped. 


Egyptian receipts from commodity exports were $3.9 billion in FY 82/83, 
down six percent from FY 1981/82. Petroleum and products provided 
about 70 percent ($2.7 billion) of these export revenues and diminished 
crude oil receipts account for the decline. The second largest 


merchandise export was cotton, which earned over $300 million. 


Throughout the growth years of the late 1970's, the increase in export 
earnings was outstripped by rapidly increasing imports of a wide range 
of goods. Until 1981, imports grew at an annual rate of twenty to 
thirty percent and in 1980/81 totalled $8.7 billion. Many of these 
imports represent vital food, raw materials, capital goods, and other 
products not manufactured locally. Imports in 1981/82 were down 
slightly from the previous year and the trend continued in 1982/83 when 
imports totalled $8.4 billion. Decreases in international prices of 
food commodities contributed to trimming the import bill. In addition, 
the government is implementing 1982 regulations to control imports, 
especially of luxury goods. In a July 1983 speech to party youth, 
President Mubarak urged a "Buy Egyptian" campaign under the slogan 'We 
prefer Egyptian products made by Egyptian workers". Nevertheless, 
Egypt will continue to require a high volume of goods from abroad to 
keep its economy functioning. World inflationary pressures, a large 
and rapidly rising population, and rising expectations will all provide 
pressure for import volume and value to grow. 
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Service exports play a critical role in covering Egypt's trade 
deficit. Earnings from workers' remittances, tourism, and the Suez 
Canal grew at annual rates of thirty percent from 1977 to 1980. 
Service earnings declined in 1981/82 due to falling remittances and 
tourist expenditures but turned upward strongly in 1982/83 when 
workers' remittances rose by fifty percent to over $3 billion. 


Estimates of the number of Egyptians working overseas vary widely. The 
number is probably in the 2 million to 3 million range, perhaps up to 
500,000 in OECD countries and the remainder in Arab countries. 
Officially recorded remittances are in the form of foreign exchange 
converted to Egyptian currency through the banking system, plus "own 
exchange imports", the system introduced in 1974 under which privately 
held foreign exchange can be used to finance imports or traded at the 
free market exchange rate. In 1981/82 total official remittances 
declined sharply over the preceeding year but bounced back strongly in 
FY 1982/83. Much of the volatility of these figures can be traced to 
the growing disparity between the official and free market exchange 
rates. As the gap increased in the second half of 1981 and in 1982, an 
increasing share of workers' transfers began to flow into unrecorded 
channels. Facing a serious shortage of foreign exchange, commercial 
banks have successfully increased their efforts to lure remittances 
that have been officially sanctioned at the free market rate since 
early in 1983. 


Tourism and Suez Canal earnings are the other key service sectors. The 
shock of the Sadat assassination and events in Lebanon have restrained 
the tourist trade. Today the number of tourists visiting Egypt is 
rising but officially recorded revenues are stagnant, perhaps 
reflecting increasing transactions at the free market exchange rate 
that are not officially recorded. Suez Canal revenues in 1982/83 were 
$970 million, a modest increase over the previous year. Completion of 
the Phase I renovation project to widen and deepen the Canal in 1980 
and toll increases in 1981, 1982 and 1983 have all helped to boost 
Canal earnings despite the world wide recession. Suez Canal revenues 
should increase to over $1 billion in 1983/84. 


The positive balance on services is insufficient to offset the trade 
deficit and Egypt's current account is also in deficit. Amortization 
payments on foreign debt must be added to the current account balance 
to gauge the required balance of payments financing. As summarized in 
the chart below, these amounts were $2.7 billion, $3.6 billion and $3.2 
billion in FY 80/81 through 82/83. 





(millions of current dollars) 


1980/81 1981/82 1982/83 


Current Account Deficit 1,271 2,056 1,406 
Amortization Payments 1,460 1,520 1,804 
Government § international 
Organizations 382 474 490 
Suppliers 945 982 822 
Banks 133 64 492 


Total Financing Required 2,731 3,576 3,210 
Direct investment 386 625 650 
International assistance 1,626 1,389 1,709 

U.S. 1,035 839 1,129 
Other bilateral 391 300 310 
Multilateral 200 250 270 
Suppliers' credits 882 842 850 


Errors §& Omissions -305 184 901 


Change in Reserves 142 536 -900 
(decrease +; increase -) 


Direct foreign investment has made its contribution to balance of 
payments financing and is welcomed by the Egyptian Government. 
Nonetheless, investment flows have been less than Egypt's needs and 
bilateral assistance from the United States has been the major source 
of funding to close the gap. Under existing programing, approximately 
$1 billion of economic assistance is available from the United States 
each year to assist Egypt's balance of payments and development. Other 
major bilateral donors are Japan, the Federal Republic of Germany and 
the European Economic Community. Principal multilateral sources are 
the World Bank, the African Development Bank and the United Nations. 


Prospects for the balance of payments are mixed. The major sources of 
earnings are oil exports plus service items - remittances, Suez Canal 
and tourism. They are all volatile and subject to rapid change not 
necessarily for predictable, economic reasons. Hence, medium and long 
term forecasts are difficult. Imports, by contrast, are essential for 
the orderly functioning of the Egyptian economy and predictable. A 
large trade deficit is structurally part of the Egyptian economy. A 
greater degree of foreign exchange cover from stable earnings would 
seem to be in order but development of a competitive export base has 
been elusive. 
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Exports of industrial products have declined in real terms since 1975, 
despite the government's efforts to support industrialization. In 
part, this reflects increased domestic demand; however, it is also 
symptomatic of insufficient orientation to, or incentives for, export. 
The Five Year Plan aims to offset the problem in part by increased 
exports and reduced imports. The increase of goods and services 
exports (55.3 percent) over the five years of the Plan is projected to 
exceed the increase of GDP (51 percent): imports are projected to 
increase only 19 percent. The annual current account deficit is 
targeted to decrease to about $500 million by the end of the Plan. The 
government has set up a Cabinet-level committee on exports, and we are 
beginning to see the emergence of specific proposals to reduce 
bureaucratic and other obstacles to exports. In its July 1983 session 
the People's Assembly passed legislation establishing an Export 
Development Bank. The institution is to be the leading institution 
financing domestic exports. Nonetheless, it is difficult to see how 
these targets can be achieved in the absence of a comprehensive 
economic reform program. 


FINANCIAL DEVELOPMENTS: The banking sector in Egypt has grown 
impressively in recent years. Foreign banks, including several major 
U.S. banks, have come to Egypt with joint ventures, foreign branches, 
an off-shore free zone bank, and representative offices. These banks 
provide a number of services - trade finance, term lending, and a 
variety of savings programs - in both Egyptian pounds and foreign 
currencies. At the same time, the local Egyptian banks have also grown 
and prospered, and important, private Egyptian banks have been 

created. Local residents can hold foreign currency accounts at any 
bank in Egypt. While government increasingly regulates the banking 


system, the environment is conducive to flexible and profitable banking 
operations. 


Egypt has a complex, multi-tiered exchange rate system. Outstanding 
barter agreements with the East European countries use an accounting 
rate of $1.00 equals L.E. 0.40. The "official" rate is U.S. $1.00 
equals L.E. 0.70. This rate, however, is only an internal government 
bookkeeping rate used for some Ministry of Supply commodity imports and 
petroleum, cotton, and Suez Canal earnings. Effective August 1, 1981, 
the government created the "official incentive'', commercial bank or 
parallel rate set at U.S. $1.00 equals L.E. 0.84. This rate covers 
other official transactions and authorized, private-sector 
transactions. Finally, the government allows free market dealings in 
foreign currency through the "own exchange" system. Those freely 
negotiated rates have been as much as forty percent above the "official 
incentive" rate. In September 1983, the free market rate was about 
L.E. 1.15 per dollar. The development of this free market and 
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government concurrence with its use undoubtedly was a factor in the 
surge of workers' remittances in FY 82/83. More and more private 


transactions as well as those of state companies are being made at the 
free market rate. 


In FY 1981/82 civilian foreign debt reached $16.6 billion and the 
debt-service ratio was about 22 percent. The debt rose to over $17 
billion in 82/83 and debt service was 26 percent of current earnings. 
The major portion of the debt is concessional foreign assistance from 
the U.S., Germany, Japan and the World Bank. Egypt's credit rating 
with the international financial community remains reasonably good, 
reflecting the country's political stability and international 

support. In 1982, the Central Bank of Egypt borrowed $200 million on 
the Eurodollar market from a syndicate led by Chase Manhattan. More 
recently it borrowed $180 million from local banks to finance a 
purchase of Australian wheat. However, it has become more difficult 
for any developing nation to borrow commercially as international debt 
has become a well known matter of concern, and press reports of delayed 
payments have made bankers chary of additional Egyptian credits. Thus, 
Significantly increased commercial borrowing may be difficult and 
cannot be relied on to cover current account deficits. 


INVESTMENT: Both the public and private sectors play investment roles 
in Egypt. The 1983/84 One Year Plan envisions total fixed investment 
for FY 83/84 at over L.E. 5.9 billion, with L.E. 4.4 billion (75 
percent) earmarked for the government and public sector and L.E. 1.5 
billion (25 percent) for the private sector. In the current Five Year 
Plan, investment is to total L.E. 35.5 billion. Over three thousand 
specific projects are listed in the Five Year Plan. 


Egyptian Government officials have made very clear that the country 
welcomes private investment, both domestic and foreign. Investment Law 
43 of 1974, and subsequent amendments to it, remain the cornerstone of 
government efforts to attract foreign participation in Egypt's 
development. Foreign investors have been encouraged to form joint 
ventures with public sector entities or private local investors. 
Benefits of Law 43 to investors include guarantees against 
nationalization, exemption from public sector laws, exemption from 
certain customs duties, repatriation of capital and earnings, and 
exemption from taxes for five to eight years. Domestic investors are 
now eligible (per Law 159), to receive the benefits accorded foreign 
investors under Law 43. Foreign investment in Egypt has come from the 
United States, other Arab countries, Europe, and Japan. Egypt signed a 
Bilateral Investment Treaty with the United States in September 1982 
and the final text is nearing completion for ratification by the U.S. 
Senate and the Egyptian People's Assembly. Potential investors should 
work through the Investment Authority, which is trying to streamline 
investment approval procedures. 





GOVERNMENT BUDGET: The Government of Egypt's 1982/83 budget was 
increased 15.5 percent over that for the previous year and the 83/84 
budget is up by 10.7 percent, less than the rate of inflation. The 
government is attempting to hold the line on spending but expenditures 
nonetheless are still rising by more than revenues and the deficit is 
mounting. Even after substantial domestic borrowing and foreign 
financing a L.E. 1.5 billion deficit remained in FY 82/83 to be 
financed by inflationary monetary creation through the banking system. 
The deficit to be financed by the banking system is estimated at L.E. 
1.3 billion in FY 83/84. ed 


Top priority in the investment budget is accorded to completing 
unfinished projects in an effort to get quick production increases. 
Subsidies, a major element of current expenditures, are budgeted at 
L.E. 1.7 billion in 1983/84, down from L.E. 2 billion the previous 
year. The Minister of Finance, when he presented the budget, was quick 
to explain that the reduction was due to expected declines in world 
prices of some food items rather than to program cutbacks. In all, 
budget expenditures represent about 66 percent of gross domestic 
product. The gross budget deficit is 20 percent of GDP and the net 
deficit to be financed through the banking system about six percent of 


ECONOMIC REFORMS: The Egyptian economy bears the legacy of economic 
policies dating from the 1950s which were motivated by concern for 


equity and assistance to the poor. These policies were characterized by 


price regulation, subsidization of consumer goods, a dominant public 
sector, and state control. Subsequently, the government has tried to 
insulate the average Egyptian from many of the shocks in the 
international economy and has not adjusted prices over the years. 
Egyptian consumers have not faced world prices for energy or many basic 
commodities. Both prices and wages of government workers in particular 
have been held down significantly. As the gap between market and 
administered prices has grown, it has become more and more difficult 
and costly to maintain the current system. The problems and necessary 
reforms have been discussed within the government, as well as with 
major country donors and international lending organizations. 


President Mubarak and his cabinet members have also spoken frequently 
and frankly to the Egyptian people about the economic challenges which 
lie ahead. The pace at which these challenges are to be met remains 
unclear, however. The memory of the 1977 riots, prompted by the 
government's decision to decrease subsidies on a number of commodities, 
still looms prominently in the minds of many Egyptian policymakers 
Nonetheless, the Mubarak government has made some significant initial 
reforms including: 
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- consumption tax increases on luxury goods, both imported and domestic; 


- increased electricity rates for residential and low and medium 
business voltage users and some major industrial users; 


increased prices for premium gasoline; 
reduction in the number of subsidized items; 
increased output prices for some public sector industrial firms; 


increased farmgate price of rice; 


- increased interest rates to encourage savings and efforts to channel 
increased credit to the productive sectors; 


- reinvigoration of the Five Year Plan and presentation of a government 
budget with wage increases and other controllable expenses considerably 
limited; 


- revised export regulations to permit Egyptian exporters to retain 


virtually all their foreign exchange provided it is deposited in a bank 
account. 


IMPLICATIONS FOR U.S. BUSINESS 


U.S. exports to Egypt in 1982 reached almost $2.9 billion, an increase 
of 34 percent over 1981. Of this amount, $750 million represents 
imports financed by USAID, $250 million were from the PL-480 "Food for 
Peace'' program, $800 million were financed by Foreign Military Sales 
credits and grants, and approximately $600 million represented cash 
purchases by the Government of Egypt of U.S. agriculture commodities. 
The United States is Egypt's leading trading partner, providing about 
one-fifth of its total imports and receiving about one-eighth ($557 
million in 1982) of Egypt's exports. Petroleum accounts for about 90 
percent of Egypt's exports to the U.S. The Egyptian government plans 
to make a major effort at improving the trade balance with the U.S., 
particularly through the increased export of non-petroleum products. 


Egypt continues to be a strong market for American traders and 
investors, especially in the construction, agribusiness, health, 
computer and data processing, telecommunication, and petroleum 
equipment sectors. Preliminary 1983 data indicate that U.S. exports to 
Egypt are keeping an even pace with 1982. The market for imported 
goods and services will become more competitive, but should continue to 
grow. The Egyptian government has placed a high priority on imports of 
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intermediate and capital goods - "'the productive sector" - as opposed 
to luxury, non-essential imports - ''the consumer sector."' The new 
emphasis results both from the tightening of available foreign exchange 
and a desire for a more equitable distribution of Egypt's financial 
resources. 


The construction industry is probably among the best potential markets 
in the Egyptian economy. In 1982, Egypt imported about $1.2 billion in 
building materials and services (about $150 million from the U.S.). 
The projected growth rate for sales of construction machinery is 
estimated at 10 to 15 percent per year over the next several years. 
Lack of housing is one of the most acute problems for Egypt. The 
demand for new units is about 200,000 per year, while no more than 
80,000 units are constructed. There is also a large demand for new 
office buildings, public buildings, roads, and water and sewerage 
facilities. USAID, with the Egyptian government's concurrence, has 
agreed in principle to allocate $1.0 billion to water and sewer 
projects, mainly in Cairo, Alexandria, and the Canal cities, over a 
five year period beginning in FY 83. 


Food processing and packaging machinery has a growing market in Egypt. 
The emphasis on agribusiness -- production, processing and distribution 
-- will likely result in substantial demand for agricultural equipment 
of all types. Poultry and egg production equipment are much in 

demand. The fisheries and dairy industries also have good growth 
potentials. The Egyptian government continues to encourage the 
reclamation of vast areas of desert land for agriculture. Egypt is a 
strong market for the full range of agriculture and agribusiness 


projects, with particular emphasis on irrigation system equipment, 
tractors and other production-related products. 


The computer and data processing equipment sector is relatively new in 
the Egyptian economy, but the market has grown quickly since the 
private sector was first permitted to operate in this field in 1977. 
In 1982, Egypt imported about $15 million in business and computer 
equipment (about 20 percent from the United States). The private 
sector, especially banks and tourist industries, are the major users. 
The public sector and growing industrial companies in the private 
sector express strong interest in computers, software and services. 


The climate for private investment continues to show promise. 
Attractions include a talented and plentiful labor force and a large 
domestic market. Hopeful recent signs include the government's candid 
appraisal of Egypt's economic problems and the high priority being 
given to addressing them, the encouragement of a healthy public debate 
about economic subjects such as pricing and public sector reform, and 
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the initial steps taken by the government to increase production. 
Investment proposals to produce basic necessities demanded by the 
average Egyptian will be given high priority. The investment climate 
will improve further when the respective roles of the public and 
private sectors in Egypt's development have become more clearly 
delineated. 


American business is still relatively new to Egypt and must compete 
against European firms which know Egypt and the Middle East better. A 
patient style of market development usually leads to successful 
business dealings in Egypt. In addition to the large domestic market 
for U.S. goods, services and investments, Egypt's location is excellent 
for serving the region. With adequate preparation and research, 
assisted by appropriate banking, financial and governmental information 
and services, U.S. business can significantly increase its presence and 
long-term market in Egypt. 


During the past year, the Embassy and the U.S. Department of Commerce 
supported trade missions in the construction, transportation, water 
resources, and health care sectors. Each of these trade missions 
provided introductions to senior government officials and leading 
businessmen. In some cases, immediate sales took place. Participants 
in these trade missions included firms already familiar with the 
Egyptian market, as well as new-to-market companies. 


Trade missions, as well as the U.S. Pavilion at the annual Cairo 
International Fair, are excellent vehicles for obtaining an 
introduction to the Egyptian market. U.S. Department of Commerce 
sponsored trade events for the coming months include: 


Electric Power Trade Mission January 1984 
Cairo International Fair March 1984 
Telecommunications Trade Mission April 1984 
Hotel and Restaurant Equipment Trade Mission May 1984 
Petroleum Equipment Trade Mission September 1984 


Further information is available from the U.S. Department of Commerce, 
Export Development Office, Mr. John Vlavianos, Director, Washington, 
D.C. 20230, Telephone: (202) 377-1209. 


Both public sector and private sector major development and production 
projects are often competed by international tender. For further 
information about these projects, contact the U.S. Embassy or the U.S. 
Department of Commerce, Office of Major Projects, Mr. James Phillips, 
Director, Room 2007, Washington, D.C. 20230, Telephone: (202) 
377-5225. Additional trade and investment information is available 
from the US Department of Commerce, Senior Egypt Specialist, Ms. 
Cheryl McQueen, Room 2039, Washington, D.C. 20230, Phone: (202) 
377-4652. 
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U.S. EXPORTS TO EGYPT* 


Ce Se ge 
(In millions of US Dollars) 


1981 1982** 
FOOD AND LIVE ANIMALS 777.7 572.4 
~ MILK AND CREAM =e ~ Seo 


WHEAT, UNMILLED 278.2 
MAIZE, UNMILLED 136.7 
WHEAT FLOUR 113.1 
BEVERAGES AND TOBACCO 
; CTURED 
CIGARETTES 
CRUDE MATERIALS-INEDIBLE, EXCEPT, FUEL 
——SOYBEANS, EXC. ROASTED 
CELLULOSIC, MANMADE FIBERS 
WOODPULP 
SULPHUR 
MINERALS, FUELS, LUBRICANTS, ETC. 
"BITUMINOUS COAL ——i‘(‘SWW!O~™” 


KEROSENE AND JET FUEL 
OILS AND FATS, ANIMAL AND VEG. 
~ ANIMAL FAT AND OIL 


COTTONSEED OIL 

SOYBEAN OIL 
CHEMICALS AND RELATED PRODUCTS 
~ INORGANIC CHEMICALS 


Of ~I 
e - se 7 e 
HH 


8 


ANTIBIOTICS, IN BULK 
SYNTHETIC RESINS 
ANTIKNOCK AND FUEL OIL ADDITIVES 
CHEMICAL MIXTURES 
MANUFACTURED GOODS 
~~ YARN AND THREAD OF NYLON, POLYESTER 
TRON AND STEEL BARS AND RODS 
ALUM/IRON/STEEL PLATES AND SHEETS 
CAST IRON PIPES AND TUBES 
TRON AND STEEL TUBE AND PIPE FITINGS 
TRON, EXC CAST IRON, PIPES AND TUBES 
FINISHED STRUC PARTS AND STRUC IRON/STEEL 
MACHINERY AND TRANSPORT EQUIPMENT 
R 


oonPlw 
e e e 


— 
ae 
SDM PO 


e e e e 2 
NWN OO OO SO 


Y 
AIRCRAFT ENGS/PISTON TYPE AND PARTS 
NON-PISTON TYPE ENGINES 
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PARTS FOR NON-PISTON TYPE ENGINES 
GENERATOR SETS, ENGINE DRIVEN 
CONSTRUCTION AND MINING MACHINERY 
PARTS FOR CONSTRUCTION AND MINING MACHY 
PRINTING PRESSES 
FOOD PROCESSING MACHINERY 
SPECIALIZED INDUSTRIAL MACHINERY 
REFRIGERATORS AND REFRIG EQUIPMENT 
AIR-CONDITIONING MACHY PARTS 
INDUSTRIAL AND LAB EQUIPMENT 
LIFTING, LOADING AND CONVEYING MACHY 
NON-ELECTRIC MACHY 
TELECOMMUNICATIONS EQUIP AND PARTS 
PARTS FOR TV, RADIO AND SOUND EQUIP 
ELECT CURRENT WIRING AND PARTS 
FERRITES, ELEC MACHY 
TRUCKS (EXC TRUCK TRACTORS) 
SPECIAL PURPOSE MOTOR VEHICLES 
FOOD PROCESSING MACHY. 
PARTS FOR ROAD VEHICLES AND TRACTORS 
AIRPLANES 
PARTS FOR AIRCRAFT 
TUGS; SPECIAL PURPOSE VESSELS 

MISC. AND MANUFACTURED ARTICLES 


MEASURING, CONTROLLING INSTRUMENTS 
STILL CAMERAS, PROJECTORS AND PARTS 


ARTICLES OF RUBBER OR PLASTIC 
COMMODITIES NOT CLASSIFIED ELSEWHERE 
SPECIAL CATEGORY =i “‘Cti‘(‘COé;~™~™; 


TOTAL EXPORTS 


*Source - U.S. Department of Commerce 


**Sub-categories are representative and do not necessarily add all to 
the total. 





U.S. IMPORTS FROM EGYPT 
er: 8 «6g 


(In millions of US Dollars) 


FOOD AND LIVE ANIMALS 
Sas 
BEVERAGES AND TOBACCO 
~ CIGARETTES ts 


INEDIBLE CRUDE MATERIALS , EXCL FUEL 
 —_——— —. 


PLANTS FOR PERFUMERY, PHARMACY ETC. 
CRUDE PETROLEUM - 
TUBE OILS AND GREASE 
ANIMAL AND VEGETABLE OILS AND FATS 
CHEMICALS AND RELATED PRODUCTS 
ee 
ESSENTIAL OILS AND PERFUMES 
MANUFACTURED GOODS 


COTTON FABRIC; TIRES 
MISCELLANEOUS 
~ MISC. ARTICLES AND ARTWORKS 
COMMODITIES AND TRANSACTIONS 
SPECIAL TRANSACTIONS 


TOTAL IMPORTS 


*Source - U.S. Department of Commerce 


**Sub-categories are representative and do not necessarily add to 
the total. 
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